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REF: 77 COLOMBO 5101 

1 . ALTHOUGH ALLOCATION TABLE SUBMITTED TO CONGRESS DECEM- 
BER 3 1 INDICATES CURRENT PLANNING FOR TOTAL 200,000 MT WHEAT 
FLOUR FOR SRI LANKA IN FY 78, THIS HAS NOT RECEIVED INTER- 
AGENCY STAFF COMMITTEE (ISC) APPROVAL. WE ARE NOT CERTAIN 
HOW REPRESENTATIVES FROM OTHER AGENCIES WILL REACT TO PRO- 
POSAL FOR SECOND 100,000 TONS, SO WE WILL NEED TO GO BEFORE 
THEM WITH STRONGEST POSSIBLE ECONOMIC JUSTIFICATION. 

2. WE RECOGNIZE FOREIGN EXCHANGE JUSTIFICATION PRESENTED IN 
REFTEL IS ONE OF FOUR OBJECTIVES OF GSL'S ECONOMIC PROGRAM. 

HOWEVER, WHAT OTHERS ARE LIKELY TO CONSIDER MORE IMPORTANT 
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THAN FOREIGN EXCHANGE JUSTIFICATION IS AN ASSURANCE THAT 
PROVISION OF ADDITIONAL WHEAT FLOUR WILL CONTRIBUTE TO THE 
PRIMARY PURPOSE OF IMF/GSL ECONOMIC PACKAGE, I.E., TO IN- 
CREASE DOMESTIC AGRICULTURAL PRODUCTIVITY, AND BRING ABOUT 
IMPORT SUBSTITUTION. THIS GOAL WOULD APPEAR TO REQUIRE A 
NEW PRICE STRUCTURE BETWEEN RICE AND FLOUR, I.E., IMPORTED 
AND DOMESTIC FOOD PRODUCTS. 
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3. JUDGING FROM EMBASSY'S REPORTING, AS A RESULT OF GSL 
ACTION TO INCREASE RICE PRICE BUT NOT FLOUR PRICE, THERE 
HAS BEEN A DRAMATIC INCREASE IN DEMAND FOR FLOUR AND 
THEREFORE FOR IMPORTED FOOD. SO LONG AS PRICE OF WHEAT 
FLOUR REMAINS UNCHANGED, WHOLE PURPOSE OF IMF PROGRAM 
WOULD APPEAR TO BE UNDERMINED. IMF SAYS THAT GSL HAS 
PROMISED IT WILL INCREASE FLOUR PRICE IN FEBRUARY ALTHOUGH 
REFTEL INDICATES ONLY THAT PRICE WILL GO UP SOMETIME IN 
1978. AMOUNT OF FLOUR PRICE HIKE HAS NOT BEEN DISCLOSED. 

IMF REPRESENTATIVE GIBSON HAS ALSO EXPRESSED CONCERN THAT 
PRICE CEILING ON RICE AT CONSUMER LEVEL IS TOO LOW AND 
DOES NOT OFFER SUFFICIENT INCENTIVE TO TRADERS TO BUY 
FROM PADDY MARKET BOARD, THEREBY LEAVING THE PMB WITH 
EXCESS STOCKS OF RICE. FINALLY. AGRICULTURE HAS TOLD US 
THAT IT CONTINUES TO HAVE REPORTS THAT COLOMBO DOCKS ARE 
GETTING FURTHER BACKED UP WITH WHEAT FLOUR. 

4. THE ABOVE CHRONICLE OF WOES AND WORRIES IS NOT INTENDED 
TO ELICIT A RESPONSE. IT IS INTENDED TO GIVE YOU AN IDEA 

OF THE CONCERNS OF WASHINGTON AGENCIES. YOU SHOULD BE 
PREPARED TO DEAL WITH THESE AND OTHER CONCERNS WHEN YOU 
SHORTLY RECEIVE A FORMAL REQUEST FOR ADDITIONAL DATA ON 
THE WHEAT AND RICE SITUATION. CHRISTOPHER 
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